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Directors’ 
Report 


TO? THE DHARKHOLDERS 


FINANCIAL 


Net Earnings Cash Flow 


Net earnings for the year ended December 
31, 1973, were $718,000, an increase of 33°%o 
over the previous year, or 37¢ per share, 


Cash flow was $1,065,000, or 54¢ per 
share, compared to $841,000, or 43¢ per 
share. In 1973, $531,000 of the cash gener- 


ated from operations was expended on 
exploration and development. 


compared to 27¢. 


PRODUCTION 


Net oil production for the year was 755 
barrels per day compared to 778 barrels per 
day in 1972. Three separate increases in the 
price of crude oil were received during the 
year, 20¢ on January 10, 25¢ on May 10 and 
40¢ on August 1, totalling 85¢ per barrel. 
Gross revenues as a result were up by 
$130,083. 


Net natural gas production increased to 
6,134 Mcf per day from 5,021 Mcf per day in 
1972, primarily as a result of increased 
output at the Big Bend and Acadia fields. 
Gross revenues from gas for the year were 
$63,077 higher than in 1972. 


EXPLORATION 
Drilling 
During the year the Company participated in the drilling of 19 gross (4.99 net) wells which 
resulted in 8 gas (1.66 net) wells, compared to 18 gross (3.57 net) wells for 1972. The 
following is a summary of wells drilled: 


Gas D&A 1973 Total 1972 Total 

Gross Net Gross Net Gross Net Gross Net 

ALBERTA Bao ONNOIAY noone ab dce 5 91 8 ioe 3 2.44 11 2.29 
Development .......... 3 ES 2) .80 5 1°55 1 .06 

SASKATCHEWAN EEG OKOMANOINY ceaaouoe ase _ — — _ _ _ 1 10 
BRITISH COLUMBIA Exploratory ........... — -- 1 1.00 1 1.00 = = 
Development .......... — =~ _ — _ 1 1.00 

* ARCTIC ogo OMUWOIAY voocoaaosos _ — — = = = 4 12 
8 1.66 11 S508 19 4.99 18 Seyi 


*Does not include Hecla I-69 gas well which was drilled on 1.575%o interest lands at no cost to the Company. 
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TO? THE SHAREHOLDERS 


FINANCIAL 
Net Earnings 
Net earnings for the year ended December 
31, 1973, were $718,000, an increase of 33°%o 
over the previous year, or 37¢ per share, 
compared to 27¢. 


PRODUCTION 


Net oil production for the year was 755 
barrels per day compared to 778 barrels per 
day in 1972. Three separate increases in the 
price of crude oil were received during the 
year, 20¢ on January 10, 25¢ on May 10 and 
40¢ on August 1, totalling 85¢ per barrel. 
Gross revenues as a result were up by 
$130,083. 


EXPLORATION 
Drilling 


Cash Flow 


Cash flow was $1,065,000, or 54¢ per 
share, compared to $841,000, or 43¢ per 
share. In 1973, $531,000 of the cash gener- 
ated from operations was expended on 
exploration and development. 


Net natural gas production increased to 
6,134 Mcf per day from 5,021 Mcf per day in 
1972, primarily as a result of increased 
output at the Big Bend and Acadia fields. 
Gross revenues from gas for the year were 
$63,077 higher than in 1972. 


During the year the Company participated in the drilling of 19 gross (4.99 net) wells which 
resulted in 8 gas (1.66 net) wells, compared to 18 gross (3.57 net) wells for 1972. The 


following is a summary of wells drilled: 


Gas D.& A 1973 Total 1972 Total 

Gross Net Gross Net Gross Net Gross Net 
ALBERTA Expl OPatoL Va sacs te 5 8 (EDS 13 2.44 11 2.29 
Development .......... 3 ie 2 80 5 155 1 .06 
SASKATCHEWAN Bx ploraton Vieaeerain _— — — _— _ 1 10 
BRITISH COLUMBAN Exploratory Waiaccsies se. _ 1 1.00 l 1.00 = = 
Development .......... _ — — _ — 1 1.00 
* ARCTIC FRAO OMAN Gongaando or _ — — = — 4 2 
8 1.66 JME See: 19 4.99 18 Bh Layy/ 


*Does not include Hecla I-69 gas well which was drilled on 1.575% interest lands at no cost to the Company. 


PETROLEUM AND NATURAL GAS RIGHTS (Acres) 


Verger, Alberta 


In the Verger area of Southeastern 
Alberta, the Company owns varying inter- 
ests averaging 25°%o in 20,000 acres of petro- 
leum and natural gas rights. Five shallow 
tests were completed as gas wells on these 
lands during the year and consideration is 
now being given to a multi-well program to 
develop the gas reserves in the area. 


Arctic Islands (See map on page 4) 


The Company owns a 3.15% working 
interest in 613,617 gross acres on the north 
end of the Sabine Peninsula. To date two gas 
discoveries have been made on these lands, 
Drake Point and Hecla. Early in 1973 a 
follow-up to the Hecla gas discovery was 


drilled just south of the acreage holding on a 
block in which the Company holds a 1.575°%o 
working interest. The operator, Panarctic 
Oils Ltd., reported that gas was encountered 
and confirmed the presence of a major gas 
accumulation in this area. An exploratory 
test located 2,000 feet from the Drake Point 
gas discovery is being drilled to evaluate the 
deep zones below the Drake Point gas accu- 
mulation. The well has reached total depth 
of 17,741 feet and is currently testing zones 
of interest. The Company has committed to 
participate in and pay its 3.15%o share of the 
cost of a 12,000-foot exploratory test at the 
north end of the Sabine Peninsula, which 
will spud early in the spring of 1974. 


At December 31, 1973, the Company owned interests in 3,567,303 gross (391,821 net) acres 
compared to 3,410,615 gross (387,942 net) acres at the end of the preceding year, details of 


which are as follows: 


Reservations, 


Net Carried 


a See esa Gross 
Leases Permits & Licences Total Interests Royalty 
Gross Net Gross Net Gross Net Gross Net Interests 
AD CUGHis ah, siete irons 102,493 3,229 2,101,350 88,255 2,203,843 91,484 — _ — 
BEAMS IGMENNl 2 ann cowones = — 402,593 12,680 402,593 12,680 _ _ _— 
Northwest Territories ... _— = = = = = =— — 18,021 
Miaraitoly aire wee trace tere: 73,086 PAN OVAI. —_— -- 73,086 21,077 _ — = 
Saskatchewan seerneerate: 82,330 BZ 2a% 46,880 9,376 129,210 61,613 — —_— 326,672 
Allbertageeene ctoc ceer e 346,365 101,295 410,300 102,122 756,665 203,417 1,920 480 15,349 
BS rihis in Gollum linen eee 1,906 1,550 —_— — 1,906 iFo5 0) — = = 
NOME NE, So Abpe cde oc 606,180 179,388 2,961,123 212,433 3,567 ,303 391,821 1,920 480 360,042 


The land holdings of British Columbia Oil Lands, Ltd. (35% owned) at December 31, 1973 
showed an increase over the previous year to 2,632,260 gross (107,709 net) acres from 
2,183,690 gross (102,759 net) acres, details of which are as follows: 


_ Reservations, 

Leases Permits & Licences 

Gross Net Gross Net 
ATP CUIC ava toscana aT 102,493 3,229 Z LOI 850 88,255 
Bunks NgeumGl po nocecauc — —_ 402,593 12,680 

IND TCs ee eee eee aes 5,440 488 = = 

British Colimibtauese 20,384 3,057 = = 
ROMA Mor ee et IWPAeh ol 7/ 6,774 100,935 


2,503,943 


Total 


Gross Net 
2,203,843 91,484 
402,593 12,680 
5,440 488 
20,384 3} (0B Y/ 
2,632,260 107,709 


Net Carried 
Interests 
Gross Net 
ieyh AOS} 30,570 
151,703 30,570 


SASKATCHEWAN GOVERNMENT BILL 42 


In December 1973 the Saskatchewan All of the Company's producing mineral 
Government passed ‘‘The Oil and Gas titles and leases in Saskatchewan would be 
Conservation Stabilization and Development affected by this Act. The impact on the 
Act 1973’. The intent of this Act appears to Company's financial position cannot, at this 
be: time, be accurately assessed. In February 

(1) to freeze the price paid to the 1974, the parent company, Canadian 

producer for oil in Saskatchewan and Industrial Gas & Oil Ltd., commenced an 
to force up the price paid by the pur- action in the Courts to challenge the validity 
chasers and to take the difference as of certain provisions of this Act and 
a tax; contends that it is beyond the competence of 
(2) to expropriate all producing oil and the Saskatchewan Legislature in that it con- 
gas titles from owners who hold in stitutes an indirect tax and an invasion of 
excess of 1,280 acres: and the Federal power to regulate trade and 
commerce. 


(3) to increase the tax on non-producing 
titles from 20¢ to 50¢ per acre. 


RESIGNATION AND APPOINTMENT OF DIRECTORS 


On January 1, 1974, the President, Mr. Mr. W. A. Loucks was appointed a 
E. G. Battle, was appointed President and Director to fill the vacancy on the Board and 
Chief Operating Officer of Northern and Mr. D. D. Barkwell has been appointed 
Central Gas Corporation Limited and has, President of the Company. 
therefore, resigned as a Director and the 
President of the Company, effective March On behalf of the Board 
7, 1974. Your Directors wish to record their —— ; 


sincere appreciation for his past services as Pern Pm : > 
a Director and Officer. 


President. 


Calgary, Alberta. 
April 8, 1974. 
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PRAIRIE OIL ROYALTIES COMPANY, LTD. 


AND SUBSIDIARY COMPANY 


CONSOLIDATED STATEMENT OF EARNINGS AND RETAINED EARNINGS 


for the year ended December 31, 1973 


1973 
REVENUE 
OlWanvGyoasnee legal arr a Mupet oe opt eet te AS vat ky aoe em Bee Ee $ 522,000 
[RSE NGAWUINTEL ip 2 Shane, RS Ose Sn Aa ee een Re RE ner ee Pee eae 654,000 
TEAR NSCENSS ORs ccGe ct ROY AUER ide yet Rr area Te ORE rete as andy Pe Seek ar ar Caan 84,000 
1,260,000 
EXPENSES 
EO CGH GUO TMi de ages oor eta eet ANA R SINADa de arte gerersaty oe pee RTT TE: 144,000 
Ceneraleand, administrative, 20.9 accnec os teer ens ahr ee ale 51,000 
EC PLE MIOM MNase ens eet aey ieee om eh Nhe SATS ike te RRR Ghee 284,000 
DPE OPO CMUTOME ance chm maracsden ce rete ust arava teins, Apts Sita saya ON ANG 63,000 
342,000 
NEE RININ(ES (INGTON es uis.cohcsm Ataantet shee meatier cone eaten 718,000 
Retainediearnings at-begmning of year 2......4ercs6. os soe. 5,075,000 
RETAINED EARNINGS AT END OF YEAR ~ 2.22.00 jae ce ener $5,793,000 
INET EARNINGS PER SHARE W(Note4) S208 os ee oe ones 370 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL 


for the year ended December 31, 1973 


1973 
SOURCE OF WORKING CAPITAL 
Operations 
INGLYSATIIING Se sesrienvienae arene nean che ene sweet eect akeer cca giecte $ 718,000 
Gharsesmot requiring working Gapital’ = aes. acm. a cusres 347 ,000 
Working capital generated from operations ........... 1,065,000 
APPLICATION OF WORKING CAPITAL 
Property. plant and equipments gp. case sentence tise ar sicea, weit 531,000 


INGREAGE IN -WORKING:CAPITAL. Gocciewaweneismy sarseuine os $ 534,000 


1972 


$ 428,000 
552,000 
52,000 
1,032,000 


142,000 
49,000 
246,000 
97,000 
494,000 


538,000 

4,537,000 

$5,075,000 
27¢ 


POSITION 


1972 


$538,000 
303,000 
$841,000 


731,000 
$110,000 


CONSOLIDATED BALANCE SHEET 


as at December 31, 1973 


Assets 
1973 1972 
CURRENT ASSETS 
Gash and short-term deposits’. <1 mee cee ee $1,751,000 $1,021,000 
Accounts receivable: - rs. cy ee eee 202,000 381,000 
Drilling and other:deposits hie seer eee ee neers eee 52,000 45,000 
2,005,000 1,447,000 
INVESTMENT IN BRITISH COLUMBIA 
OIF LANDS GID iat cost (Note) are cscm ee entries een tere 2,009,000 2,009,000 
PROPERTY, PLANT AND EQUIPMENT, at cost 
(Notes and 3) gee. coe ea ere Cee eee 6,585,000 6,054,000 
Accumulated depletion and depreciation .................. 2,085,000 1,738,000 
4,500,000 4,316,000 


$8,514,000 $7,772,000 


Liabilities 


1973 1972 
CURRENT LIABILITIES 
NCAA OULUSTID BN al OLE erates oscutes SOA RRe TS etc ands aan FE aes ee cae $ 185,000 $ 161,000 
Shareholders’ Equity 
CARMA so LOCK 
Authorized 
2,500,000 shares of $1 par value 
Issued 
ROB 5 ORSA TG So yc ate ahr oeat ots atonies eho ec areata aaa mate Crone 1,962,000 1,962,000 
CONTENU cS URDU arratscte n ie petereter cee att eae Se enceetioe Shenae 574,000 574,000 
RED AINED BARININGSMINGTG4). 2% oc hin sete ee eens Ge ns 5,793,000 5,075,000 
8,329,000 7,611,000 


Signed on behalf of the Board: 
D. D. BARKWELL, Director 


S. R. DYCKMAN, Director 


$8,514,000 $7,772,000 


NOTES TO 1973 CONSOLIDATED FINANCIAL STATEMENTS 


Note 1 Accounting Policies 


The consolidated financial statements include the accounts of the Company’s wholly-owned 
subsidiary, Prairie Oil Exploration Ltd., which was inactive during the current year. 


The companies follow the practice of capitalizing both productive and non-productive costs related 
to the exploration for and the development of oil and gas reserves, and of depleting such costs on a 
composite unit of production method based on total estimated recoverable reserves. 


Depreciation of plant and equipment is being provided at rates which will amortize the original 
costs over the estimated useful lives of the respective assets. 


Note 2 Investment 

The investment in British Columbia Oil Lands Ltd. consists of 333,531 shares representing 
approximately 35°%o of that company’s outstanding capital stock, with an approximate market value of $1.2 
million. Because of the number of shares of British Columbia Oil Lands Ltd. involved, the market value is not 
necessarily indicative of the amount that could be realized on sale. 


Note 3 Property, Plant and Equipment 


1973 1972 
Accumulated 
Depletion 
and 

Cost Depreciation Net Net 
Oiband :casppropertics: garter ore ae eee Or ee $5,955,000 $1,649,000 $4,306,000 $4,019,000 
Oilkandsoasiprodwetionve quip Iie ate teen ee ee ten inne 630,000 436,000 194,000 297 ,000 
$6,585,000 $2,085,000 $4,500,000 $4,316,000 


Note 4 Income Taxes 


For income tax purposes the Company has claimed drilling, exploration and lease acquisition costs 
and capital cost allowances in amounts which, in the aggregate, exceed the related depletion and 
depreciation provisions reflected in the accounts. As a result no income taxes are payable in respect of the 
earnings reported for the current year and as at December 31, 1973 expenditures remain to be carried 
forward (subject to assessment by taxation authorities) and applied against future taxable income in the 
amount of $469,000. 


The Company’s basis of accounting for income taxes differs from the deferred tax basis under which 
income tax provisions are based on the earnings reported in the accounts. If the deferred tax basis had been 
followed, deferred income taxes of approximately $286,000 would have been provided for the year ended 
December 31, 1973 (1972 - $198,000) and the earnings for the year would have been reduced accordingly. 
The accumulated income tax reductions relating to all timing differences in the current year and prior 
periods amount to approximately $1.4 million at December 31, 1973. 


While the Company’s tax accounting method is consistent with the prevailing practice in the oil and 
gas industry, the Securities Commissions in Canada have questioned the use of the flow-through method and 
studies are currently underway in this regard. In the event that these studies do not, in the opinion of the 
Securities Commissions, justify the use of the flow-through method, the Commissions have stated that 


companies in the oil and gas industry should be prepared to adopt the deferred tax basis of accounting 
commencing in 1974, 


Note 5 Directors’ Fees 


General and administrative expenses include directors’ fees of $3,200. 


Auditors’ Report 


TO THE SHAREHOLDERS 
PRAIRIE OIL ROYALTIES GOMPANY, LTD. 


We have examined the consolidated balance sheet of Prairie Oil 
Royalties Company, Ltd. and subsidiary company as at December 31, 1973 
and the consolidated statements of earnings and retained earnings and 
changes in financial position for the year then ended. Our examination 
included a general review of the accounting procedures and such tests of 
accounting records and other supporting evidence as we considered 
necessary in the circumstances. 


In our opinion these consolidated financial statements present fairly the 
financial position of the companies as at December 31, 1973 and the results 
of their operations and the changes in their financial position for the year 
then ended, in accordance with generally accepted accounting principles 
applied on a basis consistent with that of the preceding year. 


Calgary, Alberta RIDDELL, sTEAD 8 CO, 
February 8, 1974. Chartered Accountants 


PRAIRIE OIL ROYALTIES COMPANY, LTD. 
ANNUAL REPORT 1973 
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TO THE SHAREHOLDERS: 


Financial 

For the six months ended June 30, 1973, 
revenue was $590,794 compared to $451,455 
for the corresponding period of 1972. This re- 
sulted from improvement in gas sales and in- 
creased crude oil prices. 


Cash flow increased 32% to $486,029 or 
25¢ per share while net earnings increased 
34% to $331,024 or 17¢ per share. 


Crude Oil Price Increases 

The wellhead price for the Company’s crude 
oil was increased by 10¢, 20¢ and 25¢ per 
barrel in November 1972 and in January and 
May 1973, respectively. Also, effective August 
1, 1973, an additional increase of 40¢ per 
barrel was announced by most crude oil pur- 
chasers. At current production rates, these in- 
creases will add approximately $250,000 to the 
Company’s annual revenue. 


Drilling 

The Company participated in the drilling of 
9 gross wells (2.10 net) which resulted in 3 gas 
wells (.69 net) and 6 dry holes (1.41 net). 


Arctic Islands 

Panarctic Oils Ltd. as operator for a group, 
has spudded a deep test located 2,000 feet 
from the original Drake Point gas discovery. 
The projected 17,500 feet Devonian test is 
located on land in which the Company holds a 
3.15% working interest. The test will not reach 
its prime objective until late in 1973. 


On Behalf of the Board 


Of fatle 


President 
Calgary, Alberta 
August 13, 1973. 


CONSOLIDATED STATEMENT OF EARNINGS 


FOR SIX MONTHS ENDED JUNE 30 
(Unaudited) 


1973 1972 


SALES AND OTHER REVENUE . : , : ‘ : $590,794 $451,455 


COSTS AND EXPENSES 
Field operating expenses : ‘ : : : : 78,670 57,492 
General and administrative expenses : ; : : 26,095 26,741 
Depletion . : : : ; : : ; : is} sys! 92,368 
Depreciation : ; ; : : 5 ; : 31,682 28,272 
259,770 204,873 


NET EARNINGS ; : : ‘ : ; : ; $331,024 $246,582 


EARNINGS PER SHARE 
Cash flow . : 3 : , 5 ; ; : 25¢ 19¢ 
Net earnings - - - : , g F F 13¢ 


CONSOLIDATED STATEMENT OF SOURCE AND APPLICATION OF FUNDS 


FOR SIX MONTHS ENDED JUNE 30 
(Unaudited) 


1973 1972 
FUNDS DERIVED FROM 
Operations 
Net earnings . A : : : : : 5 $331,024 $246,582 
Charges not requiring funds. : ; ; : 155:005 120,640 
Funds generated from operations . : : ; 486,029 367,222 
FUNDS APPLIED TO 
Property, plant and equipment. : ; ‘ ‘ 197,317 384,224 
INCREASE (DECREASE) IN WORKING CAPITAL . : : $288,712 $(17,002) 


